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Economic   Theories   Part   III. 

(Continued.) 

MONEY;  CREDIT,  AND  BANKING. 

The  accompanying  lectures  are  in  continuation  of  those 
already  given  on  Economic  Theories,  and  deal  mainly  with 
money,  credit,  banking,  finance,  and  foreign  trade. 
Nearly  all  the  books  on  Economic  Theory  mentioned  in 
the  previous  syllabus  have  chapters  on  these  subjects, 
which  serve  as  a  useful  introduction,  e.g.,  Ciide's  "Prin- 
ciples of  Political  Economy,"  Seligman's  "Principles  of 
Economics,"  Seager's  "Introduction  to  Economics,"  and 
Hobson's   'The  Industrial   System." 

The  following  books  deal  in  greater  detail  with  the 
subjects  of  the  first  six  lectures  : — F.  A.  Walker's 
"  Money  "  and  "  Money  in  relation  to  Trade  and  Indus- 
try "  ;  H.  Wither's  "The  Meaning  of  Money";  Price's 
"  Money  and  its  Relation  to  Prices  "  ;  Nicholson's 
"  Money  and  Monetary  Problems  "  ;  "  Andreades'  (trans- 
lated by  Meredith)  "  History  of  the  Bank  of  England  "; 
Bagehot's  "  Lombard  Street  "  ;  Clare,  "  A  Money-market 
Primer  and  Key  to  the  Foreign  Exchanges  "  (difficult); 
Goschen's  "The  Foreign  Exchanges." 
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UCSB    LIBRARY 


MONEY— I. 

The  questions  surroundinj^  the  nature  of  money  best 
approached  by  asking,  What  is  its  function?  Money 
one  form  of  wealth  :  not  the  only,  nor  even  the  most  im- 
portant form.  "  Money  is  what  money  does."  Ditliculties 
of  barter.  Money  one  of  the  tools  of  trade  ;  facilitating 
industry  by  acting  as:  a  medium  of  exchange,  a  measure 
or  denomination  of  values,  a  standard  of  deferred  pay- 
ments. Hence  there  arc  good  moneys  and  bad  moneys. 
.\re  (a)  Bank  of  England  notes,  (b)  cheques  and  bills  of 
exchange,  "Money"? 

The  first  condition  of  an  article  which  is  to  be  a  good 
money  is  universal  acceptability  :  almost  any  article  which 
has  this  quality  may  be,  and  has  been,  used  as  money, 
(e.g.,  skins,  tobacco,  beads,  shells,  rice,  salt,  cattle,  etc.). 
The  precious  metals  chosen  as  money  by  commercial 
nations  simply  for  practical  rea.sons,  large  value  in  small 
bulk  (portability,  not  liability  to  deterioration,  durability, 
comparative  stability  of  \alue). 

Kinds  of  money.  Standard  money  and  other  money  : 
practical  convenience  necessitates  use  of  more  than  one 
metal.  Standard  money  means  money  that  is  legal  ten- 
der in  payment  of  all  debts,  that  (in  England)  is  coined 
freely  by  the  Government,  and  that  has  a  nominal  \alue 
equal  to  its  market  value  as  bullion.  Token  money  means 
money  that  is  issued  as  tickets  or  counters  to  meet  the 
needs  of  retail  trade  :  its  face  value  usually  much  above 
the  market  value  of  the  bullion   in  it. 

Paper  money  :  its  various  kinds,  representative,  Hat, 
and  fiduciary.  The  advantages  of  paper  money.  Why  it 
should  be  convertible.  The  teaching  of  history  about  in- 
convertible paper  money.  The  Assignats  issued  in  France  : 
the  period  of  bank  restriction  in  England  (1797-1819)  : 
inconvertible  paper  money  of  U.S..\.  The  teaching 
of  Economic  Theory.  Why  convertibility  is  neces- 
sary. The  Bank  Charter  Act  of  1844,  and  the  regulation 
of  the  Note  Issue. 
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BOOKS. 

GiDE.     Book    III.,    chapters  ii.   and    iii. 

Seager.     Chapter 

SELIGM.4N.      Chapter  XXVIII. 

Price.     Money  and  its  Relation  to  Prices. 

Walker.    Money   in   Relation  to    Trade  and  Commerce. 

HOBSON.     The  Industrial  System.     Chapter  XV. 

Andreades.      Part   IV.,   chapters  iii. -v. 


MONEY— II. 

The  value  of  money.  Money,  though  the  measure  of 
value,  has  itself  value  like  anything  else.  On  what  does 
its  value  depend?  The  quantity  theory,  i.e.,  that  the 
value  of  money  varies  in^ersely  with  its  quantity.  True 
under  certain  abstract  conditions  [e.g.,  leaving  out  of 
account  the  rapidity  of  circulation  and  the  use  of  credit 
as  a  substitute).  How  far  is  the  value  of  money  affected 
by  its  cost  of  production  ? 

Money  in  its  relation  to  prices.  Importance  of  changes 
in  general  price  levels.  How  such  changes  are  measured  : 
the  method  of  index-numbers  which  proceeds  by  com- 
paring at  different  times  the  average  price  of  a  group  of 
articles  sufficiently  large  for  particular  causes  affecting 
the  prices  of  indi\  idual  articles  to  correct  each  other ; 
when  the  prices  of  a  large  number  of  articles  produced 
under  different  conditions  move  in  one  direction,  there  is 
a  case  for  assuming  some  single  cause  :  when  it  it  known 
that  the  movement  has  coincided  with  a  change  in  mone- 
tary conditions,  there  is  a  case  for  supposing  it  to  have 
originated  on  the  side  of  money.  Examples  :  the  rise  in 
prices  in  the  i6th  century  :  fall  in  prices  from  i8to  to 
1850:  rise  in  prices  from  about  1850  to  about  1870:  fall 
from  about  1873  to  1896:  rise  since  1903.  Effect  of 
movements  in  general  prices  :  a  rise  on  prices  presses 
hardly  on  creditors,  and  those  who  live  on  fixed  or 
relatively  fixed  incomes  (rentiers  and  most  classes  of  wage- 
earners),  while  stimulating  organisers  of  industry  :  a  fall 
benefits  the  former,  while  discouraging  enterprise  among 
the  latter. 

BOOKS. 
See  Lecture  I. 


.MUMiV— III. 

The  inconvenience  of  changes  in  general  price  levels 
leads  to  discussion  of  whether  they  can  be  avoided  by 
adoption  of  some  different  kind  of  money.  Proposed 
"  ideal  "  standards.  Proposals  for  a  double  standard,  or 
bimetallism.  Standard  money  means  money  which  is 
legal  tender  for  all  debts  and  which  is  coined  freely  by 
the  Mint,  so  that  the  face  value  as  coin  and  its  market 
value  as  bullion  are  identical.  The  question  should  there 
be  two  standard  moneys  (gold  and  silver)  or  one.  Most 
countries  have  now  adopted  a  single  gold  standard.  Eng- 
land (i8i6),  Portugal  (1854),  Germany  (1873),  Norway, 
Sweden,  Denmark  (1875),  .Vustria  (1892),  Russia,  Japan, 
Peru  (1897).  The  U.S.A.  and  the  Latin  I'nion  nomi- 
nally bimetallist.  Advantages  of  the  double  standard  : 
if  both  metals  can  be  kept  in  circulation  together  wide 
fluctuation  in  prices  less  probable.  Difficulties  :  no  one 
country  or  small  group  of  countries  can  maintain  a  fixed 
ratio  between  gold  and  silver:  constant  changes  in  marke. 
value  of  the  metals  :  hence  even  a  country  nominally 
bimetallist  tends  in  practice  to  have  only  one  standard 
money.  Gresham's  Law,  i.e.,  that  when  two  sorts  of 
monev  are  circulating  together,  and  are  in  excess  of  the 
demand,  the  cheaper  will  be  substituted  for  the  dearer 
money.  The  experience  of  Flngland,  America,  and  France. 
International  Bimetallism,  if  practicable,  less  open  to 
this  objection. 

BOOKS. 
See  Lecture  I. 


CREDIT    AM)    BAXKIXG— 1\'. 

Greater  part  of  modern  business  conducted  without  in- 
tervention of  money,  by  means  of  credit.  The  general 
meaning  of  credit:  "the  exchange  of  present  for  future 
wealth"  (Gide  356):  "the  right  of  enjoying  something 
the  ultimate  economic  title  to  which  belongs  to  another  " 
(Seligman  471).  Modern  credit  almost  entirely  for  pro- 
ductive purposes  :  an  improvement  on  money,  as  money  i^ 


on  barter  :  though  not  capital  it  may  be  equivalent  to  an 
increase  in  capital  :  facilitates  production  by  mobilising 
resources  and  multiplying  transactions.  Influence  of 
credit  on  prices  same  in  kind  as  influence  of  money,  though 
less  in  amount :  importance  of  credit  machinery  to  general 
industrial  prosperity. 

The  organisation  of  credit  and  the  money-market.  The 
meaning  of  "Money."  Purchasing-power,  usually 
loaned  out  for  short  periods.  The  London  money-market, 
why  the  centre  of  the  world's  credit  organisation.  Credit 
instruments,  cheques,  bills  of  exchange,  promissory  notes. 
The  market  composed  of  cheque-paying  banks,  bill- 
brokers  and  discount  houses,  the  Bank  of  England.  Issue 
of  notes  originally  chief  business  of  banks,  but  now  un- 
important. Banks  the  manufacturers  of  credit  money  : 
bill-brokers  specialists  in  particular  classes  of  credit 
transactions  :  the  Bank  of  England  the  bankers'  bank  and 
the  keeper  of  the  ultimate  reserve  of  gold.  The  price  of 
money  settled  by  competition  between  lenders  and  bor- 
rowers, and  measured  by  the  rate  of  discount  :  bank  rate 
and  market  rate  :  causes  of  fluctuations  and  relation  of 
money-market  to  stock  e.xchange. 

1500KS. 

TiiDE.      Book    III.,   chapter    v. 

Sei-IGMA.n.     Chapter   XXIX. 

WiTHKRS.     The  Meaning  of  Money. 

Ct-.^kk.     a  Money  Markrl  Primer  and  Key  to  the  Exchanges. 

Se.\(^er. 

Bagehot.      Lombard   Street. 

HOBSON.     Chapter  XVI. 

Andreade,S.      ?Iistory   of   the  Bank  of  England. 


CREDIT    .WD    B.WKIXG— V. 

The  foreign  exchanges  and  their  relation  to  credit. 
International  indebtedness,  and  in  what  it  consists.  Nor- 
mally settled  by  setting  debts  off  against  credits.  Bills 
of  Exchange  a  kind  of  international  cheque  economising 
cost  of  shipping  bullion.      Debtors  and  creditors  brought 
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together  b\  Banks  and  Bill-brokers,  which  deal  in  Bills  as 
articles  of  commerce.  Given  equality  of  credits  and  debits 
exchanges  are  at  "  par  "  {i.e.,  market  and  face  value  of 
Bills  identical)  :  Normally  Bills  at  a  premium  or  discount, 
owing  to  tluctuations  in  supply  and  demand  for  them,  de- 
pending partly  on  state  of  imports  and  exports  (if  English 
exports  to  France  exceed  English  imports  from  France 
Bills  drawn  on  French  debtors  tend  to  sell  at  a  discount), 
partly  on  comparative  rates  of  interest  in  different 
countries  (a  low  discount  rate  in  England  attracts  loanable 
capital  from  abroad).  How  the  foreign  exchanges  are 
quoted.  Meaning  of  "  favourable  "  and  "  unfavourable  " 
exchanges  :  exihangcs  against  England  when  Bills  drawn 
on  foreign  debtors  are  below  par,  in  favour  of  England 
when  they  are  above  par.  Limits  set  to  fluctuations  of  the 
exchanges  (i.e.,  in  price  of  Bills)  by  cost  of  transmitting 
gold.  The  gold  points.  Effect  of  an  exceptional  increase 
of  imports.  How  gold  is  distributed  between  different 
countries  :  the  effect  of  movements  of  gold  on  the  rate  of 
discount  :  whv  a  low  rate  of  discount  is  expected  to  send 
gold  abroad,  and  a  high  rate  of  discount  to  attract  it. 

BOOKS. 
See   Lecture    IV. 


CREDll     WD    I^AXKIXG— \"l. 

The  Bank  of  England  and  the  credit  system.  The  foun- 
dation of  the  Bank  of  England  in  1694  •  'ts  original  object 
to  finance  the  Government  :  its  right  of  issuing  notes  : 
monopoly  of  joint-stock  Banking  conferred  on  it  from  1708 
to  1826.  Bank  Restriction  .Act  of  1797.  Bank  Charter 
.Act  of  1844. 

Present  function  of  Bank  of  England  :  (a)  the  issue  of 
notes  ;  (b)  the  acceptance  of  deposits ;  (c )  does  certain 
work  for  the  Government  (issue  of  loans,  holding  of  public 
deposits,  etc.).  A  national  Bank,  though  not  a  state 
Bank  :  constitution  and  method  of  government.  Causes 
leading  up  to  Bank  Charter  .Act.  Separation  of  Issue  De- 
partment and  Banking  Department.       (i.)    Issue    depart- 


merit  :  the  Bank's  issue  against  securities  and  issue  against 
gold  :  limitation  of  issue  with  object  of  preventing  depre- 
ciation :  treatment  of  country  banks  :  declining  importance 
of  right  of  issue  at  present  day.  Peculiarities  of  this  part 
of  the  English  system.  How  the  issue  of  the  German 
Imperial  Bank  is  regulated,  (ii.)  The  Banking  Depart- 
ment :  an  ordinary  Bank  :  special  importance  because  it 
is  the  Bankers'  Bank.  The  Bank's  balance-sheet  :  of  what 
its  deposits  consist.  The  Bank's  reserve  of  gold  :  no  con- 
nection with  gold  kept  against  notes  :  since  all  debts  pay- 
able ultimately  in  gold,  the  Bank's  gold  reseive- sustains 
national  credit  :  amount  not  fixed  by  law  but  by  discretion 
of  Directors  :  advantages  and  dangers  of  a  single  reserve 
system  :  average  amount  of  reserve  :  its  fluctuations  and 
their  causes.      How  the  Bank  attracts  gold. 

BOOKS. 
See  Lecture  TV. 


TAXATION. 

The  follcAving'  six  lectures  are  intended  as  an  intro- 
duction to  the  subject  of  Taxation  and  Finance.  A 
sketch  cff  the  gfround  is  given  in  text  books  such  as 
"Principles  and  Methods  of  Taxation,"  by  G.  Armitage 
Smith  (John  Murray,  2S.  6d.  net),  and  "  Introduction  to 
Public  Finance,"  by  Carl  C.  Plehn  (The  Macmillan  Com- 
pany, 6s.  6d.).  The  best  account  of  the  facts  of  the 
existing  British  system  is  given  in  ''The  King's  Revenue," 
by  \V.  M.  J.  Williams  (P.  S.  King  and  Son).  Philip 
Snowden's  "Socialism  and  the  Budget"  (6d.)  gives  a 
criticism  of  present  finance.  Of  the  larger  books  "Public 
Finance,"  by  C.  F.  Bastable  (Macmillan  8c  Co.,  12s.  6d. ) 
is  the  most  useful.  "  Progressive  Taxation,"  by  Seligman, 
and  "The  Shifting  and  Incidence  of  Taxation,"  by  the  same 
author,  should  be  consulted,  when  possible.  Chapters  on 
the  incidence  of  taxation  arc  found  in  many  of  the  stan- 
dard works  on  economics  {e.g.,  J.  S.  Mill's  "Principles  "). 
The  one  in  J.  \.  Hobson's  "The  Industrial  System  "  should 
be  read.  The  best  history  is  Dowell's  "History  of  Taxa- 
tion and  Taxes  "  (Longmans,  Green  &  Co.),  which  is  out 
of  print,  but  should  be  in  libraries.  Among  the  reports 
particularly  worth  reading  are  the  Reports  on  Income 
Tax,  iqo6  (House  of  Commons  Committee,  No.  365, 
2s.  ~d.)  :  the  "Memorandum  on  Classification  and  Inci- 
dence" (CD.  9528);  and  Marshall's  "Memorandum  on 
Fiscal   Policy  (No.  321,  3d.). 
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LIST   OF   BOOKS  WANTED   ON   TAXATION. 

Armitage-Smixh.    Principles  and  Methods  of  Taxation.    (Murray. 

2s.  6d.)     lo  copies. 
Pi.EHN.     Introduction  to  Public  Finance.     (The  Mucmillan  Com- 

pany.    6i.  6d.)     lo  copies, 
W.    M.    J.  Williams.     Tlic  King's  Revenue.     (P.  S.    King    and 

Son.)     4  copies. 
Bast.\BLE.     Introduction  to  Public  Finance.     4  copies. 
Marshall.      Memorandum    on  Fiscal   Policy.      (No.    321.      3d.) 

6  copies. 
Re-port  on  Income  Tax,  1906.     (No.   365.     2s.  6d.)     6  copies. 
Memoranda  on    Classification    and    Incidence.      (CD.   0528.)      6 

copies. 


TAXATION— I. 

Subject  of  Taxation  closely  connected  with  general 
economics  :  taxation  a  particular  ca.se  of  State  intcrferenct 
w  hich  reacts  on  industry  :  view  as  to  incidence  of  taxation 
depends  largely  on  view  taken  of  distribution  :  importance 
of  subject  at  present  day  owing  to  growth  of  expenditure 
and  change  of   ideas. 

Various  classifications  of  State  Revenues  :  simplest 
divisions  into  economic  revenue,  i.e.,  payments  got  from 
property  {e.g.,  Crown  land.s),  or  for  services  rendered  {e.g., 
postal  and  railway  .service),  and  Tax  Revenue,  i.e.,  revenue 
raised  compulsorily  by  the  mandate  of  (iovernment.  The 
former  most  important  down  to  i6th  Century:  the  latter 
at  the  present  day:  the  idea  that  "the  King  should  Ii\e 
of  his  own  "  :  the  royal  demesnes  the  chief  source  of  in- 
come :  taxation  rather  occasional  and  supplementary  to 
income  from  these  than  regular.  Change  brought  about 
by  depletion  of  royal  demesnes  through  sales  and  gifts, 
and  by  the  growing  desire  of  Parliament  to  make  the 
Crown  dependent  on  it  for  its  income.  The  quarrel  as 
to  taxation  under  Charles  I.  The  .settlement  at  the  Re- 
volution of  t688  :  present  position  of  civil  list  and  budget 
j^rocedure. 

Clrowing  importance  of  Tax  Revenue  accompanied  by 
growth   of  theories   about  taxation.        On    what   principle 


II 

should  taxation  be  distributed.  The  view  that  it  should 
be  levied  according  to  benefit  received.  But  how  measure 
beru'fit  ^  The  view  that  it  should  correspond  to  ability 
to  pay.  But  ability  itself  difficult  to  define,  e.g.,  does  pro- 
portional or  progressive  taxation  satisfy  this  test  best. 
The  view  that  it  should  have  regard  to  sources  from  which 
income  is  derived.  Meanino  of  discussions  of  Incidence 
of  Taxation. 

HOOKS. 

Armitai.e- Smith.     Chapters  I. — III. 

Hastable.     Book   IT.,  and  Book  III.,  chapter  iii. 

Pi.EHN.     Part  II.,   chapters   i.-v. 

WiLliAMS.      Intr&duction   and    Chapters   I.    and    XIX. 

.Sei.icman.      Progressive  Taxation. 

DowET.i..     History  of  Taxation. 


T.AXE.S   OX    COMMODITIKS     II. 

The  distinction  between  direct  and  indirect  taxation  : 
a  direct  tax  one  "demanded  from  the  person  it  is  intended 
should  pay  it  "  {e.g..  income  tax,  death  duties,  carriage 
licenses):  indirect  taxes  "those  demanded  from  one  per- 
son on  the  expectation  that  he  shall  indemnify  himself  at 
the  expense  of  another,"  e.g.,  customs  and  excise. 

Customs  and  excise  duties  important  part  of  all  existing 
revenue  systems,  about  50  per  cent,  of  British  revenue 
obtained  from  them.  Customs  duties  one  of  earliest  forms 
of  taxation  owing  to  ease  of  collection  :  granted  by  Parlia- 
ment in  1294:  development  down  to  end  of  17th  Century. 
Excise  duties  first  imposed  in  1643  ;  reimposed  in  1660  in 
exchange  for  revenue  from  feudal  incidents.  Large  pro- 
portion of  revenue  drawn  from  customs  and  excise  from 
1688  to  middle  of  19th  Century  (1688,  89  per  cent.  :  1755, 
79  per  cent.  :  1815,  38  per  cent.)  due  partly  to  war.  partly 
to  protective  policy,  partly  to  absence  of  satisfactory 
direct  taxation. 

Position  in  18 15  :  duties  numerous,  high,  and  unproduc- 
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tive.  The  effect  of  the  Free  Trade  movement  on  taxation. 
Three  stages.  Robinson's  and  Huskisson's  reform  of  the 
Tariff,  1823-1826.  Peel's  reform,  1842-1846.  Gladstone's 
reforms,  1853  and  i860.  The  general  principles  of  move- 
ment:  (i.)  Import  duties  to  be  used  for  Revenue  only, 
(ii.)  Most  necessaries  of  life  to  be  untaxed  (though  im- 
portant exceptions  remain),  (iii.)  Few  productive  rather 
than  many  unproductive  duties. 

Present  revenue  from  customs  and  excise  duties  :  92  per 
cent,  of  Customs  Revenue  from  four  articles  :  tobacco, 
tea,  sugar,  and  spirits  :  89  per  cent,  of  excise  revenue 
from  two  articles :  beer  and  spirits.  These  taxes  con- 
sidered individually.  Advantages  and  disadvantages  of 
indirect  taxation.  Smaller  proportions  of  revenue  got 
from  customs  and  excise  than  20  years  ago:  but  sugar 
duty  reimposed  (1901),  and  coal  and  wheat  duties  imposed 
temporarily.      Future  of  indirect  taxation. 

BOOKS. 

Armitage-Smith.     Chapter   I. 

Williams.     Chapters  I.  to  IT. 

BaSTABI.e.      Rook  TV.,  chapters  vi.,   vii.,  and  viii. 

Pi.EiiN.     I'art  TI.,   chapters  vi.   an;l  vii. 

DOVVEI  L.     History  of  Taxation. 

S.NOWDEN.     Socialism  and  the  Budget. 


INCIDENCE   OF    TAXATION— III. 

Some  taxes  liable  to  be  shifted  from  payer  to  someone 
else  :  others  not.  Importance  of  determining  (a)  what 
taxes  are  liable  to  shift,  {b)  where  they  are  likely  to  settle. 
Connection  of  theories  of  incidence  with  theories  of  dis- 
tribution, e.g.,  the  \'iew  (held  in  the  i8th  Century)  that  all 
taxes  are  ultimately  paid  out  of  the  rent  of  land  :  the 
views  of  Ricardo  based  on  the  idea  that  rent  is  a  surplus, 
that  wages  are  at  subsistence  level,  that  profits  are  at  the 
minimum. 

Taxes  on  commodities  :  given  perfectly  free  competition 
tend  to  be  passed  to  consumer  in  higher  prices,  but  this 
tendency  qualified  {a)  by  the  absence  of  mobility,  {h)  by 
the  presence  of  monopoly  among  producers  or  consumers. 
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Application  of  theory  to  import  duties  :  if  producers  nave 
several  markets,  and  their  cost  of  selling  in  one  is  re- 
duced by  a  tax  the}-  will  tend  to  send  part  of  supplies  to 
other  markets,  and  so  raise  prices  in  taxing  country.  But 
if  trade  cannot  easily  be  diverted,  or  if  producers  enjoy 
monopoly  profits,  part  of  tax  may  fall  on  producers.  How 
far  are  these  conditions  realised  in  Great  Britain  ? 

Protective  duties  as  a  method  of  raising  revenue : 
naturally  adopted  in  a  country  which  is  sparsely  populated, 
or  in  a  federation.  But  as  a  method  of  taxation  un- 
economical because  while  prices  of  home  produced  as  well 
as  of  imported  articles  rise,  only  latter  yield  rcxcnue  to 
State.  What  is  meant  by  saying  taxes  fall  on  the  "con- 
sumer." Taxes  on  wages  may  be  shifted  if  they  are 
actually  at  subsistence  level  :  but  process  slow  and  painful  : 
hence  economic  objections  to  them.  Taxes  on  profits  and 
rent  (e.g.,  income  tax).  Taxes  on  economic  rent  cannot 
be  shifted,  because  rent  a  surplus  above  subsistence  pay- 
ment and  received  by  speciallv  favoured  producers.  But 
note  economic  rent  found  in  other  incomes  than  those 
drawn  from  land. 

BOOKS. 

Akmitage-Smitii.     riiapter  VI. 

B.\STABLE      Book   III.,  ch,\pter  v. 

HOBSON.     Chapters  XI\'.  ami  XV. 

M.ARSn.ML.     M einvrandum   on  Fiscal   Policy  (321). 

Memoranda  on  Classification  and  Incidence.     C  95^8. 

Plehn.     Part  II.,  chapter  x. 

Set.icmak.      The  Shifting  and  Incidence  of  Taxation. 


DIRECT  T.\X.ATIO\— IV. 

Early  forms  of  direct  taxation,  (i.)  revenue  from  feudal 
incidents  :  in  the  nature  of  a  rent,  finally  abolished  1660. 
(ii.)  Poll  taxes  {i.e..  taxes  on  each  individual  above  a 
certain  age),  e.g.,  the  Poll  Taxes  of  i;,77,  1379,  and  13S0  : 
last  used  in  i6g8,  a  crude  and  unjust  tax  because  not 
based  on  ability  to  pay.  (iii.)  Fifteenths  and  twentieths 
and  subsidies  (last  used  in  sexcntecnth  century^  both 
a  form  of  rough  property  tax  based  on  assessment  of 
capital  value  of  property,     (iv.)  The  Land  Tax  :  originally. 
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a  tax  on  income  from  real  property,  personal  property 
and  offices  :  produce  of  a  is.  rate  fixed  in  1697  :  personal 
property  slips  out  of  assessment :  tax  made  redeemable  by 
Pitt  in  1798  (product  of  unredeemed  tax  ;£' 1,9 11,682  in 
1798,  ;^730,ooo  in  1909).  (v.)  various  direct  consumption 
taxes  :  hearth  tax,  window  tax,  and  taxes  on  articles  ot 
luxury.  The  "triple  assessment  "  of  1797.  The  failure  of 
this  leads  to  the  Property  and  Income  Tax,  first  imposed 
in  1799. 

Direct  taxation  to-day  consists  of  Land  Tax  (yield  in 
1909,  /^730,ooo),  House  Tax  (;^  1,900, 000).  certain  license 
duties,  Income  Tax  (;£'33,93o,ooo).  Death  Duties 
(;£ri8,370,ooo).  Most  important  Income  Tax  and  Death 
Duties.  Income  imposed  in  1799  at  2s.  in  pound  on  all 
incomes  over  ;^200,  modified  in  1803  and  1806,  replaced 
in  1816,  reimposed  for  four  years  in  1842  at  7d.  on  all 
incomes  over  ^,150.  Death  duties  date  in  present  form 
from  1894  :  a  graduated  tax  on  property  passing  at  death. 
Note:  (i.)  Income  tax  in  origin  a  temporary  but  now  a 
permanent  tax,  (ii.)  really  a  system  of  taxes  rather  than 
a  single  tax,  (iii.)  method  of  collection  at  source,  (iv.) 
growth  of  partial  graduation  by  abatement  and  exemption 
(contrast  tax  of  1842  with  present  tax),  (v.)  death  duties, 
falling  on  property,  a  kind  of  differentiation  against  un- 
earned incomes.      Unsettled  questions. 

BOOKS. 

Wiu.iA.Nrs.      The  Ki>ig''s   Revenue.      Chapters  XIV.    to   XVI T. 

DowF.i.L.     History  of  Taxation.     Vol. 

Armita(;k-Smith.     ("lia))ter   IV. 

Bastabt.e.     Book  IV.,   chapters  i.-v.  and  ix. 

.Re-port^  evidence  and  appendices  of  Select  Committee  on  Income 

Tax,   1906     {365). 
Pt.eiix.     P.a'rt  IT,,  rhnpter  i\. 


DIRFXr   T.AX.ATION— V. 

r 

English  taxation  greatly  improved  in  19th  Century  by 
reduction  and  simplification  of  duties  on  commodities  by 
development  of  direct  taxation,  and  by  tentative  introduc- 
tion of  principle  of  progression.      Conflict  of  views  as  to 


future  policy,  e.g.,  {a)  that  cxpL-nditurc  and  taxation 
should  remain  stationary,  {I?)  that  there  should  be  a  return 
to  numerous  taxes  on  commodities  and  a  reduction  ol 
income  tax  and  death  duties,  (c)  that  certain  taxes  on  com- 
modities (e.g.,  sugar  and  tea)  should  be  abolished  and 
direct  taxation  increased  with  further  graduation  and 
differentiation,  (a)  Hardlv  practicable  ;  real  issue  between 
(b)  and  (c). 

From  purely  economic  standpoint  taxation  should  be 
thrown  on  those  parts  of  national  income  which  do  not 
contribute  to  efficiency  of  production,  i.e.,  monopoly 
incomes  and  rents  (in  the  most  general  sense).  By 
this  test  (a)  preferaijle  to  (b)  because  {b)  likely  to 
trench  on  efficiency  wages.  Plans  sug^gested :  — 
(i.)  proposals  for  special  taxes  on  rent  of  land.  Henry 
Oeorg^e  and  the  single  tax  :  how  far  real  property  is  taxed 
at  present.  Economic  rent  of  land  probably  not  very 
large:  economic  rent  found  in  other  incomes:  such  a 
tax  specially  suitable  for  local  purposes,  (ii.)  IVoposals 
for  special  taxes  on  monopoly  incomes  :  the  license 
duties  an  example :  their  history  and  present  position  : 
difficulty  of  separating  out  monopoly  elements  in  in- 
comes, (iii.)  Proposals  for  further  graduation  of  income 
tax  and  death  duties,  so  as  to  take  a  higher  percentag^e 
of  large  incomes.  How  far  graduation  and  differentiation 
are  carried  at  present.  Plans  suggested  :  by  higher 
poundage  plus  further  abatements,  by  a  full  return  of  whole 
income  from  each  income  tax  payer,  by  super  tax. 
Technical  difficulties  due  to  method  of  collection  at  source. 
Taxable  capacity  of  nation  not  exhausted. 

HOOKS. 

Report,  etc.,  of  Select  C ommittee  on  Income  Tax,  ioo6.  (Espe- 
cially Evidence  of  Sir  H.  Primrose,  Mr.  Money,  and  Mr. 
Snoviden,  and    Appendices  ^,    13  and   14.) 

Bastabi-E.     Book  III.,  chapter  iii. ;  Book  IV.,  chapters  iv.  and  ix. 

HoBSON.     Chapter  XIV. 

Set  ic.MAN.     Progressive  Taxation. 

Armitage-Smith.     Chapter  III. 

H.  George.     Progress  and   Poverty  (for  tax  on  rents). 

SNOwnEN.     Socialism  and  the  Budget. 

PI.EHN.     Part  II.,  chapter  iii. 
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PUBLIC   CREDIT.— VI. 

All  societies  have  to  meet  exceptional  calls  for  expendi- 
ture. In  the  past  this  has  been  done  by  means  of  hoard- 
ing or  by  forced  loans.  The  g-rowth  of  capital  and  poli- 
tical stability  provides  modern  states  with  an  alternative 
method,  viz.,  the  raising  of  loans  by  pledg-ing"  public 
credit.  Enormous  growth  of  public  indebtedness  in  19th 
century  (that  of  U.S.A.  and  chief  European  powers  esti- 
mated in  igoo  at  4,000  millions).  History  of  the  Eng-lish 
National  Debt.  The  Crown  and  the  moneyed  interest  in 
the  17th  century  :  origin  may  be  put  in  1692,  when  one 
million  was  borrowed  on  security  of  liquor  duties. 
Foundation  of  Bank  of  Eng-land  to  lend  ;^i,20o,ooo  to 
Government.  Increase  of  debt  almost  entirely  due  to 
wars  (21  millions  in  1697,  ^2  millions  in  1756,  238  millions 
in  1783,  876  millions  in  1816,  579  millions  in  1890,  747 
millions  in  1902). 

Theory  of  public  debts :  State  credit  one  form  of 
general  credit,  to  be  judged  by  the  same  canons.  The 
State  (unless  it  has  realisable  property)  borrows  on 
security  of  what  can  be  collected  in  taxes — i.e.,  ultimately, 
of  the  national  income.  In  what  circumstances  borrowed 
is  to  be  preferred  to  additional  taxation :  objections  to 
loans  that  they  deplete  capital,  unless  used  for  productive 
purposes.  But  no  sharp  line  between  capital  and  income  : 
loans  a  way  of  meeting  extraordinary  demands  without 
recasting^  tax  system  ;  but  the  demands  should  be  extra- 
ordinary. 

Forms  of  National  Debt :  Permanent  or  funded  debt 
(consols)  ;  floating-  or  unfunded  debt  (Treasury  bills)  ; 
terminable  annuities  ;  at  what  rate  should  loans  be  issued  ; 
the  methods  of  reducing  indebtedness  ;  sinking-  funds  ; 
conversion  of  debt. 

BOOKS. 

Bastablk.     Book  v.,  chapter  i.  to  vii. 
Armitage-Smith.     Chapter  VII. 
Plehn.     Part  III.,  chapter  i.  to  iii. 
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